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National and Global Perspective



Manufacturing employment has been declining
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Midwest manufacturing employment has been
declining
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The Midwest continues to increase Its share
of national manufacturing employment

Midwest share of US manufacturing employment

percent
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Manufacturing shrinking as nominal share
of economies

GDP share of manufacturing
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Manufacturing’s decline is world-wide
Surprise: U.S. holds its share (China rises!

Manufacturing Share of GDP:
World vs. United States
1970 to 2009
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The United States is maintaining its share of global manufacturing; China is taking
share from Japan.

Source: United Nations Industnal Devel O
© 2009, The US-China Business Council

(UNIDO; 2007 is a UNIDO estimate)



Why Manufacturing Employment
Declines



U.S. and regional real output growing:
Labor needed constant to falling
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Productivity: What took 1,000 workers to produce in 1950
takes less than 200 workers today

Manufacturing sector:
Number of workers needed to do the work of 1,000 workers in 1950
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Trade



Shifting production overseas—much of it labor
intensive mfg. activity

International Trade of Manufactured Goods (Monthly, $Bil)
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Goods trade growing with globalization and
Logistics IT: paradigm of “vertical specialization”

e Falling transport costs,

(0) pe N MaAad rkEtS, |Owe r World merchandise trade and production by major product
. . group, 1950-05
CO m m U n |Cat|0 nS COStS (Average annual percentage change in volume terms)

allow disintegration of
the “assembly line”

Al merchandis¢ ‘l Trade O Productior*

* Corollary: upheaval
even within nations as EH %
a Sse m b Iy |In e (2) 1950-63 1963-73 | 1973-90 | 1990-05
St retc h eS a ro u n d th e Source: World Trade Organization
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Structural changes within the industry have also
taken place of note

“Manufacturers” buy more of their services (i.e. outsource,
“sell the mailroom!”)

&
Their own activities are more service-like as well

-- Implications for labor:
1. need for production workers shrinks more than related
service workers;
2. Also, some former mfg. can be found/defined as now in
the “service sector”
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Consumption spending shifts to
services by U.S. households



As household incomes increased, demand for some
goods such as clothing does not keep pace

Spending as a Percentage of American\'s Total Household Budget

2007 1997 1984 1977 1967 1950s
Food 15% 17% 185% 23% 30% 32%
Housing 43% 41% 42% 33% 33% 22%
Clothing 4% 5% 7% 10% 11% 12%
Transportati 18% 17% 18% 13% 15% 15%
on
Medical 6% 7% 2% 8% 6% 5%
Care
Recreation 6% 4% 4% 5% 3% 2%
Education & 6% 4% 3% 2% n/a n/a
Communicat
ion
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Geographic trends: do they favor
mfg. in the Chicago area?



The Region’s Structure Has Changed Rapidly

Chicago MSA among 35

Great Lakes region is 30 -

almost unique in
shedding its
manufacturing
specialization over the

past 3-4 decades 10 -

Manufacturing Share of Total Jobs
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The Region’s Structure is Highly Specialized

Index of Concentration: Chicago MSA vs

Government (0.8)

Other Services, Except Public...

Accomodation & Food Services (0.9)
Health Care & Social Assistance (1.0)
Educational Services (1.4)
Professional & Technical Services (1.2)
Finance & Insurance (1.2)
Transportation & Warehousing (1.3)
Retail Trade (0.9)

Wholesale Trade (1.2)

Manufacturing (1.1)

Construction (0.8)

US

index

0.5

[N

1.5

Though it has been said that the
metro area economy is “diversified,” it
is specialized

* Skills complexity (“global” services)
—Hog butcher no more!

* A Midwest business capitol, and MW
“gateway to the world”

—Business services

—Foreign consular offices etc.

* A national center to bi- or tri-coastal
commerce

—Freight transportation

—Regional offices

—Meetings and conventions
*CMA has global specialties/hallmarks

—Risk Exchange

—Global Universities



But manufacturing jobs have been a dismal destiny for
Midwest cities

36%

34% DET
CLE MWK
32%
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1969 Mfg Jobs Share

24%
2 COlMSP
22%

0% 20% 40% 60% 80% 100% 120%  140%
Total Employment Growth {1969-2006)

“MSA declines correlated with historic dependence on
manufacturing”

Source: FRB staff estimates/Haver Analytics.



U.S. Manufacturing geography: They love
farm country (if near roadways/rail)

Manufacturing Location Quotient in the 7th District;

, Ratio of Nonmetro Manufacturing Earnings per Job to Metro
Nonmetro Portion 1969-2003
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....and production has abandoned central cities for suburbs,
small towns, and rural areas....

Manufacturing Jobs Over Time
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1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015
Year
Central City Manufacturing Jobs
fin Bhousands)
City 1977 2002 Change % Change
Mew Yark Cily 6097 1432 4665 -T65
Chicage 3660 ST 5 2684 733
Los Angeles 56 1622 -153.4 =48 6
Philadelphia 1575 429 4148 -T28
Haousbon 147.4 682 -58.2 =402
Dwtroi 1533 o =115.3 752
Dalkas 112.7 669 -45 B 406
San Diego 533 568 35 66
Phosnix 542 857 25 =43
Ballimore na 210 518 -2
Total of the 10 cities 20468 TS -1,274.1 £33
u.s. 19,5901 13,B66.0 -5,724.1 <282




U.S. manufacturers are “upskilling” their workforces (but
may not be able to pay adequately)

2001-2007 Average Employment Growth Rate
by Education Level

B Manufacturing

M Total Employment

Less than HS Degree HS Degree Some College Bachelors or Higher

Source: ACS 2000-2007



The future manufacturing workforce....a
tough sell on average (wages)

Ratio of sarvices to manufacturing pay (index, 1990 = 100)

125 o
| 2007 average hourly earnings
Litilities $27.93
120 —.... Informmation 23.02
Professional and business services 20,14
Finance, insurance and real estate 19.66
Whoalesale trade 19.56
Education and health servicas 18.02
15— Transportation and warehousing 17.76
Manufacturing excluding overtime 16.40
Other services excluding owvertime 15.22
Retail trade 12.80
140 —---- Leisure and hospitality 10.44

Finance, insurance and real estate
Professional and business services

0 T m"Education and health services == WWholesale trade T S S —— e
| nformation = Cther services excluding public administration
- Itilities = Fatail trade

85 == Leisure and hospitality == Transportation and warehousing
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GOP per capita (L.5. dollars)
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And the Midwest continues to increase its share
of national manufacturing employment

Midwest share of US manufacturing employment
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Manufacturing remains very
innovative....which should be an avenue for
urban location

Major Industry Sector Shares of GDP
and R&D Performance, 2000 (MAPI)
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Manufacturing Nonmanufacturing

[OGDP EMR&D

AfEspecially important is the fact that the
manufacturing firms. . . This fact emphasizes the substantial dependency of services on
manufacturing firms for technology and thus the critical role of the myriad communications

and mar ket transactions between the two sec

Source: Gassey R&D and Long-Term Competitiveness: Manufacturingds Ce
(National I nstitute of Standards and Technology)



Current environment



Midwest mfg. employment outstrips U.S.

Manufacturing employment

percentchange from a yearearlier
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lllinois is losing manufacturing jobs

Manufacturing employment

percent change from a year earlier
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Metro Division Chicago

Manufacturing Employment Indexes
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Chicago CMSA & Metro Divsion

Manufacturing Employment Indexes
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Why does Chicago
underperform?



Is it bad tax climate? Estimated rise in tax rates
to fund Chicago and State pensions gaps

Tax Revenues as a Percentage of GDP FY1995-FY2010
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s it industry mix? Manufacturing

Structure

2014 Location Quotients for Manufacturing Sectors

Manufacturing

Food

Paper

Printing and Related Support Activities
Chemicals

Plastic and Rubber Products

Primary Metals

Fabricated Metal Products

Machinery

Computer and Electronic Components
Electrical Eqpt, Appliances and Components
Transportation Equipment

Other Manufacturing

o

B Chicago

Chicago-Joliet-Naperville, IL Metropolitan Division: Cook County DeKalb County DuPage County
Grundy County Kane County Kendall County McHenry County Will County

0.2 0.4 0.6 0.8 1 1.2 1.4 1.6 1.8

H lllinois



The east-west schism in mfg.
performance: “auto country wins”

WMI 38.0-5

CHI 49.4-

N —USAS355
N lowa 52.5-

usa, — Chicago

SE Michigan

W. Mchigan Mibvaukes — oW

*The W.Michigan and lowa indices' most recent ticks as seen on the chart are not seasonally adjusted

Jan-11
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Trade and Exports



Chicago MSA is a top exporter, and recent
performance has not been unduly poor

Top MSA Exporters by 2014 Merchandise Export Value
(in billions of US dollars)

Metropolitan Area 2014 13-'14 8 13-'14 %
Chg Chg

1 Houston-The Woodlands-Sugar Land, TX $115.0 $119.0 $4.0 3.5%
2 New York-Newark-Jersey City, NY-NJ-PA $106.9 $105.3 -$1.7 -1.5%
3 Los Angeles-Long Beach-Anaheim, CA $76.3 $75.5 -$0.8 -1.1%
4 Seattle-Tacoma-Bellevue, WA $56.7 $61.9 $5.3 9.3%
5 Detroit-Warren-Dearborn, Ml $53.9 $50.3 -$3.6 -6.7%
6 Chicago-Naperville-Elgin, IL-IN-WI $44.9 $47.3 $2.4 5.4%
7 Miami-Fort Lauderdale-West Palm Beach, FL $41.8 $38.0 -$3.8 -8.1%
8 New Orleans-Metairie, LA $30.0 $34.9 $4.9 16.2%
9 Dallas-Fort Worth-Arlington, TX $27.6 $28.7 s1.1 3.9%
10 San Francisco-Oakland-Hayward, CA $25.3 $26.9 S1.6 6.2%
11 Philadelphia-Camden-Wilmington, PA-NJ-DE- $24.9 $26.3 $1.4 5.6%

MD
12 San Antonio-New Braunfels, TX $§19.3 $25.8 $6.5 33.7%

13 Boston-Cambridge-Newton, MA-NH $22.2 $23.4 $1.2 5.2%



Flat exports (and rising imports) have dampened
manufacturing, Canada’s recession is a negative for Chicago

Total Exports (2009 Index) Top MSA Exporters to Canada,
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Large companies dominate exports: Policy efforts to
encourage small-firm exports may be helpful;
how about educating supply-chain producers about
importance of exports?

2012 Export Concentration
by Top Companies
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